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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

January ^, IQ2I 



IN December, curve A, representing speculation, in 
spite of a drastic decline in stock prices did not fall 
below the November level. The sidewise movement of 
curve A in recent months is the result of a large volume 
of security transactions, as indicated by New York 
bank clearings and sales on the New York Stock Ex- 
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Bond prices showed a similar, though less marked, fluc- 
tuation; Dow, Jones & Co.'s average for forty bonds 
falling from $76.23 on December 4 to $73.24 on Decem- 
ber 23. Industrial bonds and high grade railroad bonds 
were somewhat less affected by this movement than 
other issues. During the last third of the month stocks 
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INDEX CHART. The items locating curves A, B, and C all refer to complete calendar months and the points are plotted in the middle of the spaces allotted to the months. 



Explanation: Each of the three curves on the Index Chart is obtained by 
averaging a group of statistical series, each group being composed of series 
homogeneous in character; i.e., when corrected for the seasonal influence 
and normal growth, the series of each group move in the same direction (up- 
ward or downward) at the same time. The series were all expressed in com- 
parable units before averages were taken. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The rise of curve A, representing speculation, between February and 
October 1019 forecasted the rise of curve B, representing business, which took 
place between April 1919 and March 1920. Low interest rates, curve C, 
facilitated expansion of both speculation and business until the federal re- 

change. Commercial paper rates corrected for seasonal 
variation, curve C, also continued the sidewise move- 
ment begun in October. The recent movements of these 
curves indicate that the decline of commodity prices has 
passed its most violent stages. 

Speculation 

The volume of sales on the New York Stock Exchange 
last month was 25,350,000 shares, an increase of about 
15 per cent from the November figure. During the 
fifteen years 1903-17 the number of shares traded in 
December was usually about 6 per cent below the No- 
vember sales. New York bank clearings increased from 
19,430 millions in November to 20,980 millions in De- 
cember, or about 8 per cent, nearly twice the nor- 
mal seasonal change. 

Between December 3, when the highest quotations for 
the month were recorded, and December 21 the average 
price of twenty railroad stocks fell 7.75 points, or nearly 
10 per cent; during the same period the average price of 
twenty industrial stocks fell 10.88 points, or 14 per cent. 



serve banks, in November 1919, inaugurated their policy of increasing 
rediscount rates. 

The persistent decline of curve A and the equally persistent rise of curve 
C, both movements beginning in November 1919, forecasted that a decline of 
business activity and commodity prices, curve B, would be inaugurated in 
the spring of 1920. In fact business unsettlement was noticeable in April 
and it has increased since that month while various indices of commodity 
prices have receded since May. The existence of the federal reserve system 
and the action of the banks in increasing rates and restricting credit made 
it appear very unlikely that the business readjustment indicated by the 
index chart would be accompanied by a financial panic. At this writing, 
we have passed the time in the business cycle when a financial panic would 
have occurred, if we were to have one. 

Finally, the decline of curve C and the horizontal movement of curve A, both 
beginning in July 1920, indicate that the recession of business, curve B, now in 
progress will end in April 1921. The immediate prospect for the next three 
months is a slowing down in the decline of wholesale commodity prices, an 
easier money market, and increasing security prices. 

have recovered 3 or 4 points, on the average, and bonds 
a little less. 

The opinion is now widely expressed that considerable 
buying of bonds is likely to develop after the turn of the 
year, since many who sold for tax purposes have not yet 
reinvested their funds, and many savings institutions 
have now been out of the market for several months. 
To some extent the wish is father to the thought, but on 
the whole the optimism of bond dealers appears to be 
justified. The future of stock prices depends on more 
uncertain factors than that of bond prices — money 
rates, labor readjustment, political factors, foreign and 
domestic demand for our products — but even here the 
outlook is favorable for somewhat higher prices of 
standard issues. 

Banking 

Money rates have shown little change during Decem- 
ber. The rate on commercial paper is still 8 per cent, 
but call money is slightly easier. The reduction in the 
volume of brokers' loans which has resulted from the 
recent heavy liquidation in securities is expected by 
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many bankers to assist considerably in relieving the 
credit tension, but the large amount of funds tied up in 
agricultural loans, export advances, and other slow 
or frozen credits is still the dominant factor in the 
situation. 

The reserve rates of the combined reserve banks for 
December 23 showed a slight weakening, falling from 
45.5 to 45.1 per cent and bills on hand increasing 140 
millions. On December 30, although net deposits in- 
creased from the preceding week, there was a seasonal 
increase in cash reserves of 12.4 millions and a seasonal 
decrease in federal reserve notes of 60.2 millions, so that 
the reserve ratio rose to 45.4 per cent. 

Interdistrict borrowing still continues. With one 
exception, the adjusted reserve ratios of the borrowing 
reserve banks were higher on December 16 than a week 
before, but only two of these banks showed an im- 
proved position in this respect on December 23. The 
adjusted reserve ratios for Minneapolis and Kansas 
City declined 5.1 and 4.2 points, respectively. Be- 
tween December 23 and December 30 paper discounted 
by Boston, Philadelphia and Cleveland for five other 
reserve banks in the South and West declined from 
120.2 millions to 115.3 millions. On the whole, there- 
fore, the banking situation showed satisfactory im- 
provement in December. 

Domestic Production and Foreign Trade 

The problem of the r61e that our foreign trade, espe- 
cially exports, will play in the immediate future has 
taken a leading place in estimates of the business out- 
look for 1 92 1. How important an element in our total 
trade is the foreign market? How can exports of our 
raw materials to Europe be financed in 192 1 ? These 
are questions having an important bearing on the future 
course of commodity prices. In this Advance Letter we 
shall discuss the first of these two questions. 

The relative importance of the foreign to the domestic 
market for various industries and for different commodi- 
ties varies greatly. An exact statement of the relative 
importance of the two markets cannot be made for 
numerous commodities entering largely into our export 
business, such as textiles, leather, and lumber, because 
comparable export and production figures are not avail- 
able. There are other commodities, however, for which 
comparable figures of the physical quantity of exports 
and production are available. The following table gives 
the percentages that the quantity exported of certain 
commodities bears to total production of those com- 

Table I. — Relative Importance of Exports to Domestic 
Production op Certain Commodities in the Fiscal Year 
1920. or the Calendar Year 1919 

(Unit: one per cent) 



Commodity 



Tobacco, leaf 

Copper 

Cotton, raw . . 

Wheat 

Pork 

Beef 



Percentage 
of exports 
to produc- 
tion* 



45-6 
39-3 
32.0 
21. 1 

17-5 
10.6 



Commodity 



Steel ingots, etc 

Coal, anthracite 

Automobiles, commer- 
cial 

Coal, bituminous 

Automobiles, passenger 



Percentage 
of exports 
to produc- 
tion* 



7.6 

5-7 

4.4 
4.0 



* Ratios between physical quantities. 



modities in the United States in the fiscal year ending 
June 30, 1920, or the calendar year 1919. 

It will be seen from Table I that the foreign market 
is relatively of great importance for tobacco, copper, 
cotton, wheat, meat, and steel; but the foreign market 
is also of as great or greater importance for certain 
manufactured articles not covered by the table. 

The relative importance of foreign trade to domestic 
producers may be judged on another basis. If we esti- 
mate the total value of exportable commodities pro- 
duced in the United States in 1909, 1914, and 1 919 we, 
get 21.40 billion dollars, 24.49 billions, and 57.73 bil- 
lions, respectively (Table II). In this estimate freight 

Table II. — Value op Merchandise Produced, Exported, 
and Imported by the United States in 1909, 1914, and 1919* 

(Unit: one billion dollars) 

Class 1909 1914 1919 

Agricultural products: 

Crops 5.40 6.11 15-87 

Animals and animal products 3.01 3.78 8.96 

Minerals 1.89 2.12 4.65 

Manufactured products (value added by 

manufacture) 8.53 9.88 23.90 ° 

Timber cut .68 .52 b .79 c 

Fisheries d d d 

Transportation: 

R.R. Gross Freight receipts 1.80 e 2.08 / 3.56 " 

Total 21.40 24.49 57-73 

Exports of domestic merchandise 1.70 2.07 7.75 

Imports of merchandise 1.48 1.79 3.90 

Total 3.18 3.86 11.65 

* In general for agricultural products, farm values are taken; for minerals, 
values at the mine; for manufactures, the difference between costs of mate- 
rials and selling values at the factory; and for timber, value of logs at the 
mill. Export values refer to the port of export and import values to the 
foreign markets. 

a. Estimated by applying the following formula: (Value added by mfg. 
in 1914) (Index of production in 1919) (Index of prices in 1919). 

b. 191s; value for 1914 not available. 

c. 1918; value for 1919 not available. 

d. Data lacking but the figure is believed to be less than half a billion. 

e. An average for the two fiscal years ending June 30, 1909 and 1910. 
Earnings for 1909 were $1,680,000,000 and for 1910 $1,930,000,000. Returns 
of small roads are included in both years. 

/. An average for the two fiscal years ending June 30, 1914 and 1915. 
Earnings for 1914, which exclude small roads, totaled $2,110,000,000; 
earnings for all roads in 1915 totaled $2,056,000,000. 

g. Calendar year earnings of roads having an annual operating revenue 
of more than $1,000,000. These roads regularly include over 90 per cent of 
the entire railroad mileage of the 'country. 

is added to values of products at points of production in 
order to get values at points of consumption. These 
values may be compared with the values of domestic 
merchandise exported, amounting to 1.70 billion dol- 
lars, 2.07 billions, and 7.75 billions in the three years 
1909, 1 914, and 1919 respectively. The ratios of the 
value of exports to the value of exportable merchandise 
in the three years were 7.9 per cent, 8.5 per cent, and 
13.4 per cent, respectively. These percentages indicate 
that the relative importance of our foreign trade has 
greatly increased since 1909 and 1914. 

Our exports have increased in physical quantity as 
well as in value during recent years. Indices of the 
quantity of exports (as computed by the Review) in the 
fiscal years 1919 and 1920 are 140 for each year, rel- 
ative to the average for 1911-14 as 100. This entire 
analysis, therefore, indicates that our foreign trade is 
apt to be an important factor in the business develop- 
ment of the coming year. Whether it is to be a stimu- 
lating or depressing factor should become evident in the 
next couple of months. 
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